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THE BUSINESS OUTLOOK 


NDUSTRIAL production in the United States hit an all-time high in October 
| == November of 1943 at 247% of . the 1935 to 1939 average. The chart below 
shows the relative comparison of industrial production during the present 
war period in contrast with industrial production in the First World War pe- 
riod. The mechanized character of this war is at once apparent against the 


First World War when industrial production did not rise much higher than it 
had been in the prewar period. 


The last figure available on industrial production is the figure for Aug- 
ust - 232% of the 1935 to 1939 average. This is 6.1% below the October- 
November peak. In our forecast issue at the beginning of the year we said 
that we expected industrial production by the end.of the year to be off 20% 
from the peak. This would require a level of 198 on our chart in December. 
Whether industrial production will drop that fast and that far by the end of 
the year will depend on how soon and how completely German resistance col- 
lapses. Even though the present war should run over into 1945, we believe 
that industrial production would continue to drop at a rate slightly faster 
than the rate of the last six months. If the war continues in Europe, we be- 


lieve it possible that industrial production will drop to 210 by the end of 
the year, which would be a 
300 ee 
drop from the peak of 15% INDUSTRIAL PRODUCTION 
in place of the 20% we 


forecast. 10 20 30 40 50 60 70 80 90 100 IO | 
2YRS. 8 4M0S. 

How far will indus- 
trial production drop 
during 1945? Must we an- 
ticipate a deep depression 
with its resulting sharp 
contraction of the demand 
for real estate, or will 
the reconversion period be 
relatively mild? 
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The truth probably 
lies somewhere between the 
two extremes. Undoubtedly 
it will be a major shock 705) Pre rrrere 
to reconvert to civilian 0 20 30 40 50 
production, but we be- = tg dale 
lieve that the amount of as 

(continued on page 257) 
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(continued from preceding page) 
either on the part of government or on the part of labor unions. More and 


more capital has been invested in equipment and methods which have increased 
the output per worker per hour. 


If wages were to increase generally faster than the productivity per 
worker per hour, the inevitable result would be that the higher unit cost per 
hour of manufacture would cause a comparable rise in the price at which com- 
modities would be sold, resulting in an increase in the cost of living by a 
sufficient amount to nullify the increase in money wages. 


It is possible for a short time for certain groups to benefit at the ex- 


pense of the rest of society by compelling a wage rate higher than is justi- 
fied. 


On page 170 in his book, Carl, Snyder says: "If the prevalent illusions 
regarding wages had any factual basis, if the average wage were even in slight 
degree a matter of law, volition or custom, we should not find the high cor- 
relation that exists between the wages paid and the determining factors: the 
amount of capital employed in industry and the degree of technical develop- 
ment. This correlation is proof that these factors determine the average wage 
so closely that, given certain details as to the wealth and income per capita 
of a country, and the amount of machinery employed in industry, one could eas- 
ily estimate the average wages paid. And this would probably hold for any 
country, at any stage of its industrial development." 


Those who believe that real wages can be increased by either government 
edict or by organized pressure from labor unions are under the mistaken im- 
pression that a large part of the national income goes to profits and that a 
relatively few persons absorb a large amount which might otherwise go to the 
"workers." 


The net realized profits of industry, however, do not amount to more than 
5% of the total national income and if this 5% were completely eliminated, the 
amount which could be added to wages might increase the earnings of wage earn- 
ers by not more than 8 or 10%. To eliminate all profit, however, would immed- 
iately prevent the investment in labor-saving machinery which has been respon- 
sible for the increased productivity of labor and, in the last analysis, for 
the increase on our index of wages from 13 to 164. Had all profits been dis- 
tributed in wages, no progress would have been possible and labor would still 
be as poorly paid as it is in countries such as China or India, where rela- 
tively little capital is employed in production. 


It seems certain that through government and labor union pressure, money 
wages will continue to rise in the postwar period. Since they have already 
risen by a far larger percentage than the recent increase in productivity per 
hour, this will eventually result in further increases in prices and in the 
cost of living, reducing real wages to the point they would have reached had 


no pressure been exerted. 
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THE BUSINESS OUTLOOK 


(continued from page 255) 


| unemployment during the reconversion period will be moderate not exceeding at 
/any time the amount prior to the beginning of the war. 
= 
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879, 000, 000. 
as from now on war 
rapidly. Our total war 
were $205, 882,229,000. 


Because of the tremendous war expen- 
ditures, we are getting to the point where 
an expenditure of one or two billion dol- 
lars does not seem very important, and 
this frame of mind leads to further infla- 
tion. The size of our war expenditures is 
more alarming from the standpoint of na- 
tional solvency as illustrated on the map 
below. 


The National Industrial Conference 
Board estimated the total wealth of all 
States in the United States as of 1937. 
The amounts expressed in billions are 
shown on the map. The shaded States ag- 
gregate a total approximately equivalent 
to the war expenditures from July 1940 
through August 31, 1944. By total wealth 
in 1937 was meant the value of all real 
and personal property of all sorts. 


TOTAL WAR EXPENDITURES 
JULY 1.1940 TO AUGUST 31,1944 
$205,882,229,000 





WAR EXPENDITURES 
IN THE UNITED STATES 
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WAR EXPENDITURES 
totaled $7,570, 779,417. 
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1944, 


7,570,779,417 
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URING August war expenditures This is slightly) 
below the peak of last May when expenditures reached approximately $7, - 


We are sure that the May figure will be the all-time high, | 
expenditures will drop gradually at first and then more} 
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| 
| 
i 








258 























ae 
; 
| 
Ce I 











+ 


UNEMPLOYMENT IN THE RECONVERSION PERIOD 


HE nearing of the end of the war in Europe is starting to present problems 
Te the owners of real estate in war industry cities. Many of these cities 
experienced tremendous influxes of industrial workers during the past 
| three years. While some new industrial space was built in all of these cities, 
in many cases employment per square foot of industrial space has increased 
| markedly due to overtime and to two and three shift operations. During the 
| next six months many manufacturers who have been operating on a practically 
| continuous basis will cut back to a forty hour week shift operation as a mini- 
mum increasing again the number of square feet of industrial space to employed 
| in most war industry cities, with little possibility that all of them can be 
| absorbed within a short period by civilian occupations. Estimates of the 
amount of unemployment during the reconversion period vary from a minimum of 
probably 5 million to a maximum of more than 10 million. 


A 


It seems to us that the maximum unemployment during this reconversion 
period will probably not exceed 7 million, and that many of these will be re- 
absorbed during the latter part of 1945. The picture, however, will be spotty 
and in some cities actual shortages of employable persons will continue, while 
in others tremendous over-supplies will exist. 


In order to give some idea of the localized problem in the principal 
cities of the United States, the charts on employment in manufacturing indus- 
try in 93 metropolitan areas, published originally in March 1944, have been 
brought up-to-date- and are reprinted on pages 260 to 263 in this report. 


The red line on each of these charts shows the average (median) of ‘91 
cities. The blue on each chart shows the fluctuation for each specific city. 


The peak of employment in the United States was reached in December, 1943 
| when the national index showed employment 73% above the 1937 average. Employ- 
| ment has now declined until it is 56% above 1937. 


Individual cities show great variation from this national picture. The 
poorest showing of any city is made by Reading, Pennsylvania, where employment 


| has consistantly been below the 1937 average with the last figure only 64% of 


| the 19357 level. On the other hand, Wichita, Kansas has a greater level of 
| 864% of the 1937 level, which, however, is a slight drop from the 916% at the 
| peak. Communities like Denver, Des Moines, Salt Lake City, San Diego, and 
| Tulsa, Oklahoma have all shown sizeable drops from the peak. Some of these 
| cities which so far have shown relatively little drop will expect major drops 
| as war production tapers off. Wichita, Kansas for instance, will end the war 
period with a population much greater than the prewar population, but it can- 
not expect to hold all of the inmigrants it's defense plants have attracted. 


| The cities which have lost employment during the post-war period will 
| probably regain a large part of their loss, but in many cases’ they will end 
the war period with a slightly smaller population than they had when the war 
| started. 


From the post-war situation the cities in which the increase in activity 
has most nearly paralled the national increase will probably have the least 
painful readjustment to go through. 
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MORTGAGE INTEREST RATES 


HE GI Bill makes provisions for veterans to secure loans at 4% interest, 
part of which will be guaranteed by the Federal government. In our opin- 
ion this will have a strong tendency in the early postwar period to bring 


the standard rate on small home mortgages toward a 4% figure. Other factors 
which will be operating at that time, however, would be inclined to cause 
mortgage interest rates to rise rather than to fall further. There will un- 


doubtedly be an increasing demand for money as we get through the first 
throes of the reconversion period. 


The large chart on pages 264 to 266 in this report shows mortgage inter- 
est rates on Manhattan Island from 1875 through the first part of 1944,1in con- 
trast with national real estate cycles, general business conditions and build- 
ing volume. The panel at the top shows the percentage of mortgages made at 
each given rate of interest. The blue area at the top of the chart shows the 
percentage of mortgages made at 4% or less, and it will be noticed that this 
percentage increased during 1943 and the first part of 1944. The bottom area 
on the chart shows mortgages made at 6% or more, and the trend since the last 
part of 1942 has been generally downward. 


We believe that it is quite significant for the future that mortgage in- 
terest rates rose sharply in 1919, 1920 and 1921 after the conclusion of the 
last war. They remained high during the entire boom of the twenties, as can 
be seen from this chart. In the early part of 1922 more than 95% of all mort- 
gages made in New York City were made at 6% or more. This was quite a change 
from the war period during which less than 50% had been made at 6% or more. It 
is true that mortgage interest rates now are lower than they were in the First 
World War period and it is not anticipated that they will rise to the heights 
of the last boom. 


Some caution should be exercised in interpreting the Manhattan figures as 
being typical of the United States for four reasons: 


1. Mortgages on Manhattan real estate, as a rule, are on multi-storied 
buildings with values generally in hundreds of thousands or millions of dol- 
lars. Mortgage interest rates on this type of property will not necessarily 
be similar to mortgage interest rates on smaller residential units, as most of 
these elements which contribute to the gross rate are different. These ele- 
ments are the loading for risk, the cost of keeping money invested, the pen- 
alty for lack of liquidity, and pure interest. 


2. A great many of the larger properties on Manhattan Island were taken 
over during the depression by mortgage institutions, and these institutions 
have tried to divest themselves of real estate ownership. In many cases prop- 
erties have been sold by these unwilling owners on a purchase money mortgage 
basis sufficiently attractive to induce sales to reluctant buyers. 


3. Greater New York has lost population heavily during the war period, 
the census estimates showing a loss in civilian population of more than 800, - 
000 people from April 1940 through November 1943. 


4, Since Manhattan is the money center of the United States, it would 
generally follow that mortgage interest rates there would be lower than they 
would be on properties scattered throughout the United States. 
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DWELLING UNITS CONSTRUCTED IN 48 STATES 


HE number of new family accommodations built in all nonfarm communities of 

the 48 states and the District of Columbia is shown in the table below. 

Cumulative totals and twelve month moving totals are shown in blue for 
1942 and 1944 and in red for 1941 and 1943. 


THOUSANDS OF UNITS 


Iz MONTH 


MONTHLY CUMULATIVE MOVING TOTAL 

i941 1942 4 1944 1942 143 1944 94 1942 4 1944 
JANUARY 412 345 45 17.5 34.5 45 (7S 617 708.5 323.4 
FEBRUARY 437 513 4 14.4 85.8 BS 31.9 624.5 716.1 4959 297.7 
MARCH 60.2 527 33 17.9 138.5 118.2* 498 638.7 7086 47 282.5 
APRIL 75.2 59.7. 26 14.0 198.2 149 63.8 651.0 693.1 443 269.8 
MAY 70.7 60.6 3. 15.8 258.8 8.5 79.6 664.7 683.0 4/63 252.0 
JUNE 772 463 21.7 17.5 305.1 97.1 6979 652.1 39 247.8 
JULY 746 26.7 12.6 331 8 44 109.7 715.0 604.2 89. 236.2 
AUGUST 69.8 275 | 11.9 359 3 2523 121.6 2.1 561.9 389. 220.2 
SEPTEMBER 6/7 404 24 399.7 6.5 137.7 535.3 | 
OCTOBER 56.2 32.2 28: 431.9 Zt 442 369.8 
NOVEMBER 466 304 256 4623 330.9 129.4 495.1 
DECEMBER 328 343 20 496.6 350.9 2 496.6 350.9 






WHOLESALE BUILDING MATERIAL PRICES 
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UNORTHODOX POST-WAR PLANS 


HE National Association of Real Estate Boards has just published POST-WAR 
CITIES - A Proposal Advanced for Discussion. This booklet presents the 
difficult problems of obsolescence and blight and frankly states that 
these problems cannot be solved by any orthodox method. It then discusses va- 


rious methods by which blight might be overcome. The principal suggestions 
for government cooperation are: 


A. Provide for definite relief from the heavy tax burden on real estate 


and building enterprise now constituting a "shelter sales tax" equivalent to 
an income tax of 20% a year. 


B. Provide incentive for demolition of old buildings. 


C. Create planning commissions with broad original powers to establish 
land uses and city patterns extending over the entire metropolitan community. 


D. Create local development authorities with power to assemble blighted 
and slum lands and after they have been replanned dispose of the cleared land 
to private enterprise for rebuilding. 


E. Provide for a Federal agency which will consolidate present Federal 
functions having to do with home ownership, mortgage financing and community 
development. 


F. Provide for Federal interest-free loans over long periods to be used 
for buying the land in our communities to be redeveloped. 


G. Provide for the housing of the needy and take care of housing emer- 


gencies arising from time to time that local government cannot undertake 
alone. 


In addition, it suggests "the Mortgage Insurance Administration (now the 
FHA) could continue the present functions of FHA, but should broaden its mort- 
gage insurance program with such activities as government conversions and mod- 
ernization of sound buildings. It could provide for the creation by a mortga- 
gor of an equity in his insurance premiums to take care of the rainy day. It 
should adjust mortgage rates through mortgage insurance on a strictly economic 
basis in accordance with the over-supply of capital. It should make a consis- 
tent effort to secure the lowest possible rate for the housing of the lowest 
income groups and the extension of housing mortgages to 33 years." 


It also suggests that "home ownership could be greatly encouraged if home 
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owners were allowed depreciation on their homes when reporting deductible in- 
come to the Bureau of Internal Revenue." 


My sympathies are with the owners of real estate. I believe that rent 
control, freezing rents as it did at @ subnormal level, has resulted in the 
owners of real estate contributing more toward the war effort than was expec- 
ted of any other noncombatant group. Residential rents on the average in the 
United States were frozen. at a level 14.9% below the 18-year average of 1921 
to 1938. This was the only item of the cost of living which was frozen below 
the 18-year average. Fuel and light is now 1.4% above the 18-year average. 
The miscellaneous items that go in the average budget are 19.7% above; food is 
20.6% above; clothing is 24.4% above; house furnishings are 35.3% above. The 
cost of living as computed by the Bureau of Labor Statistics is 15.6% above 
this 18-year average. 


I would agree with the National Association of Real Estate Boards that 
the problem of blight and obsolescence is without an "orthodox" solution, if 
an immediate answer to the problem is required. I am not sure, however, that 
the "unorthodox" suggestions put forth to date would be practical or advisa- 
ble. 


A. It is natural for every group to ask for a relief from heavy tax bur- 
dens and undoubtedly the owners of real estate, because of the tangible nature 
of the commodity they own, have been too heavily assessed from the tax angle. 
I doubt seriously, however, whether any large percentage of this tax burden 
can be shifted as every other group will resist any increase in their taxes. 
The fallacy, of course, in .our thinking during the past few years has been 
that the government had funds which it could allocate to the rendering of 
services to the individual and the community. We should have realized that 
this is the reverse of the facts. The government cannot support the individ- 
ual, but the individual must support the government, as it has no other source 
of income. The public should be educated to the fact that if they expect the 
government to render services to them, they must be prepared to pay with heavy 
tax bills. While it is not true in all cases, it is true in the greater per- 
centage of cases that work done by the government is done at a higher unit 
cost than work done by private corporations. 


B. The government has provided a powerful incentive for the demolition 
of old buildings in an assessment rate for tax purposes on obsolete properties 
which assumes a value which these properties do not possess. This incentive 
has been responsible for the tearing down of hundreds of thousands of build- 
ings since 1932. 


C. Undoubtedly city planning should be done on a metropolitan area basis 
rather than on a city basis, as the problems are all area problems not affec~ 
ted by artificial corporate limits. 


D. The suggestion that local development authorities be created with 
power to assemble blighted and slum lands to be replanned and disposed of as 
cleared land to private enterprise for rebuilding is not practical. As point- 
ed out in this booklet, the cost of this ground when assembled in this fash- 
ion, is in some cases as much as five times its value. This amounts to a sub- 
sidy to the present owners of this property as its actual value should not ex- 
ceed the capitalized net income which could be derived from it if it were de- 
veloped to its highest and best use. 
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Most people do not realize that the total dollar value of all residential 
real estate in a city is determined by the total amount in dollars which all 
of the families in that city can afford to pay for rent. Let us take for in- 
stance the City of Toledo. According to the United States Census of April 
1940, the total contract, or estimated, monthly rent for the 82,207 dwelling 
units reporting there was $2,422,179. This amount of rent determined the 
value of all of the residential real estate in Toledo. Unless the rent paying 
ability of the citizens increased, the replacement of every obsolete house in 
Toledo with a new modern building would not have increased the total dollar 
value of residential property there. This must be qualified by the slight 
adjustment that would be necessary because of the lower upkeep in the initial 
period on the newer buildings. Even this qualification would make relatively 
little difference in the sum total for the city, as the slum dweller who could 
not afford to pay more than $10 a month before would still be able to pay only 
$10 a month for a new building, and this amount would be insufficient to pro- 
vide for any amount of maintenance and repairs, meaning that the new buildings 
would rapidly deteriorate because of the lack of rent paying ability on the 
part of the tenants. 


To assume that the total dollar value of all residential real estate in 
Toledo could be increased by replacing the obsolete buildings, it is necessary 
to assume that the people of Toledo could have afforded to pay more for rent 
than they were paying at that time. 


At the present time, due to war production the people of Toledo could 
afford to pay more for rent than they could in April 1940 and had rents not 
been frozen, each person would attempt to secure for himself the best quarters 
he could at the amount he was’ able to pay. This would have stimulated new 
building and would have increased the values of the more habitable existing 
buildings as tenants bid against each other for the available supply. As the 
total amount which all of the families in Toledo were able to pay in rent in- 
creased, the value of all residential real estate there would have increased. 


E. Let us look for a few minutes at the suggestion of increasing the 


loan term to 33 years. I believe that a 33-year monthly amortized loan on a 
well constructed residence would be safe, provided that construction costs re- 
mained at their present level or rose during the period of the loan. In all 


probability, however, this will not be the case. Construction costs will rise 
in the early post-war period but I believe that the time will be reached in 
the not too distant future when construction costs reach a peak from which 
they will then gradually decline. By that time prefabrication techniques and 
new materials will be hastening the drop in costs. It should never be forgot- 
ten that the values of all existing buildings will drop when it becomes possi- 
ble to build new buildings at a lower cost. This is due to the fact that ac- 
crued depreciation must be deducted from replacement cost rather than from 
original cost. If a loan were made in 1946 for a 33-year period on an 80% 
basis, I think it is entirely probable that new techniques and materials by 
1956 will have reduced the value of that building to the point where it will 
be worth less than the amount still owed on it. Whenever this condition arises 
foreclosures go up rapidly and the entire economy goes through many forced 
changes of ownership with their accompanying distress. 


F. The plan to provide for "Federal interest-free loans over long pe- 
riods" to be used for buying the lands in our communities to be redeveloped is 
not economically sound. There is no such thing as an interest-free loan. If 
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the government "loans" money for a long period without charging interest, it 
would merely be lending money which it had borrowed and on which it was i 
interest itself. We will never arrive at the period in a democracy ie Np 
general public can be persuaded to buy government bonds that yield no interest 
and until the government can borrow money without interest, to lend it without 


interest is merely an effort to disguise a subsidy with inoffensive lan 


The difficulty, of course, guage. 


in the United States is that the Federal government 


has been asked and has done many things which it should not have done, cloaked 
in such a fashion that the real nature of the subsidy was hidden. 


The suggestion that the home owner be allowed to deduct depreciation on 
his home on his Federal income tax is not entirely new. It was mentioned in 
the August 1944 issue of HOUSE BEAUTIFUL by Fred Hartley, Jr., a Congressman, 
who wrote an article on equal rights for home owners. This article suggested 
that home owners be allowed to deduct for depreciation on their homes in their 
income tax returns. He has introduced a bill in Congress to "correct this 
mistake in the Federal Revenue Act." 


In the September 4, 1944, issue of HEADLINES, published by the National 
Association of Real Estate Boards, the President of the Association in a 
signed editorial endorses Mr. Hartley's position objecting to the fact that 
the poor home owner cannot deduct for wear and tear on the house he lives in 
in determining the amount of his net income for income tax purposes. In this 
editorial he says: "Why shouldn't the home owner who lives in his house have 
the right to deduct for wear and tear on it when he reports his taxable income 
to Uncle Sam? Everyone else who has any kind of physical asset is given this 
privilege. If you own an oil well or amine you are allowed to deduct for 
depletion. If you own a commercial or industrial building you are allowed to 
deduct for depreciation. If you live in your own house but move out of it and 
rent it to somebody else, you can deduct depreciation. But you are denied 
this privilege if you continue to live in your own house in order to establish 
a stable family which will be a credit to your country." 


All through this editorial the assumption is made that the allowance of 
a depreciation deduction by the home owner is a "right" which he has. been 
denied by an arbitrary government. 


I am not at all certain that it might not be advisable to increase the 
incentive for home ownership in the United States, as I believe that home own- 
ership increases the responsibility of the citizenry and contributes greatly 
to the character of the nation. This depreciation allowance, however, which 
the National Association of Real Estate Boards is now endorsing as a "right" 
should be called by its proper term. It is not a right. The allowance of a 
depreciation deduction for income tax purposes would be a direct subsidy by 
the Federal government - as much of a subsidy as is given to any other group 
who have been able to bring sufficient pressure on the Federal government to 
secure special privileges of one sort or another. I have opposed subsidies 
to farmers and to all other groups in our economy. I would not be intellec- 
tually honest if I did not oppose them for the owners of real estate. 


Let us look at the facts of the case to see whether the Treasury Depart- 
ment has discriminated against the home owner in refusing to allow this de- 
preciation deduction for income tax purposes. We are told in these articles 
that everyone else who has any kind of physical asset is given this privilege 
of deducting for depreciation. We are told that if you own an oil well or 4 











mine you are allowed to deduct for depletion. It might also be added that you 
can deduct for the electric current you use, for the fuel you consume and for 


every other item of operation, maintenance and repair. If you own a commer- 
cial or industrial building and it needs a new roof you can reroof it and make 
a deduction in your income tax for the cost of the roof. There is just as 


much justification in asking that the home owner be allowed to deduct all op- 
erating and maintenance expenses of his home from his income tax as there is 
in claiming that he is entitled to a deduction for depreciation. 


The fallacy in all of the reasoning and in the analogies used is that 
all of these deductions should be allowed provided that the income from the 
use of the property is included in the gross income shown on the income tax 
return. This is done in the case of an oil well or a mine. It is done in the 
ownership of a commercial or industrial building. It is done in the house 
which is rented to anyone other than the owner, but it is not done in the 
house which the owner rents to himself. If the owner were required to include 
in his income the rental value of the home which he occupies himself, he would 
clearly be entitled to deduct not only for depreciation but for maintenance 
and operation as well. 


In England the home owner is allowed to deduct for depreciation but he 
must also include in his income the rental value of his property on exactly 
the same basis as he would include it if this property were occupied by anoth- 
er. A man owning a residence which would normally rent in the market for $100 
@ month under this plan must include in his income the $1200 item which would 
represent the rental value of his property. From this he can, of course, de- 
duct depreciation and also an amount for maintenance. This deduction for 
maintenance in England is set at a definite percentage of the gross rental, 
with a provision for special appeal in cases where maintenance regularly runs 
above the allowable percentage. 


It should also be remembered that if depreciation were deductible on the 
house occupied by the owner, on its sale the profit or loss for income tax 
purposes would be figured not from the original cost but from the depreciated 
cost at the time of sale. This would increase the tax in that year. 


I have just finished reading Good Shelter for Everyone, published by the 
Department of Research and Education of the CIO. I believe that many of the 
criticisms that I would have against the National Association plan would hold 
equally well against that advocated by the CIO. This group, too, seems to 
think that the government has unlimited funds which it can allocate to hous- 
ing. Its plan would cost more each year than the total value of all the 
wheat, oats, barley, corn and other grains raised in the United States, with 
a possibility that the cost might double or triple this amount. It plugs a 
24% interest rate on small homes and a 2% rate on large-scale projects. It 
does not seem to realize that interest rates cannot be set arbitrarily but 
must rise and fall in order to induce sufficient capital to enter the field 
under competitive conditions as they exist at the time. 





In regard to rent control, this booklet states as follows: "The rent 
control program of the Federal government, which has been the most effective 
‘part of the entire price-stabilization program, must be continued and defend- 
ed against attack. Inasmuch as the outlook for the immediate post-war period 
is one of continued scarcity and high demand, it is essential that rent con- 
trol policies be continued into the post-war years. It is probable that rent 
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control should be made a permanent feature of the economy." 


Rent control, as pointed out earlier in this letter, froze rentals at a 
level much below a justified return and the CIO is trying to acquire a vested 
interest in depression rents, with wages per hour at a greatly advanced rate. 
There is no surer way of preventing any large volume of new building than to 
attempt to hold the return on the investment in housing at a substandard lev- 
el. 


The CIO also suggests that the low rent housing program should be ex- 
panded "to permit the provision of rental housing to the middle-income group 
whose needs are not now met by either private or public enterprise." 


The complaint can be raised against my criticisms that I have taken a 
negative attitude and have criticized efforts to accomplish worthy purposes 
without offering any alternative suggestions. This is true! However, I no 
longer believe in the curative effects of panaceas. 


The only solution that I can see at the present time for our blighted 
area problem is the strict enforcement of the police powers of the State, in 
condemning totally dilapidated, unsafe and unsanitary housing. If this power 
were rigidly used, it would speed up obsolescence, it would shorten the expec- 
ted life of new buildings and would necessitate larger amortization payments 
on the loan in the early life of a building. This would prevent old and ob- 
solete buildings from getting to the point where they were no longer economi- 
cally useful, while they still carried loans too heavy to be supported by the 
type of tenantry available to them. In my opinion it would not be wise to 
bail out the owner of obsolete private properties paying for an equity which 
doesn't exist and hasn't existed for a great many years. I see no particular 
reason why the Federal government should socialize the lack of prudence on the 
part of former owners of the property. 


As more and more space is opened -up in the blighted areas through the 
wrecking of totally obsolete buildings, the ideas of land values in these 
areas will come down to actual reality. Only when this ground is valued at 
its real worth for redevelopment will any large-scale solution of these areas 
be practical. In my opinion this will take a period of years rather than 
months. 


ROY WENZLICK 
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